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KEY ECONOMIC INDICATORS 
(Millions of U.S. Dollars, Unless Otherwise Noted) 


1987 1988 
Domestic Economy 

Population (millions-est.) 3.25 4. 
GDP (millions, current colones) 23, 140.6 27 ,Sedk. 
GDP (millions, constant 1962 colones 3,003.5 3 aS « 
Real GDP growth (%) Boat a 
GDP (millions, const. 1988 dols.) (1) 4,744.1 4,820. 
GDP per capita (constant 1988 dollars) 921.2 919. 
Consumer Price Index (% change) 24.9 ig: 
Central Govt. current revenue 

(millions, current colones) 2, fos. 2,843. 
Central Govt. current expenditures 

(millions, current colones) 2,761.8 35042. 
Central Government deficit (before 

grants, as a % of GDP 


‘ternal Sector (millions of dollars) 
Exports (F.0O.B.) of which: 

Coffee 

Cotton 

Sugar 

Shrimp 
imports (C.1I.F.) 
Current account balance 
Current account balance (2) 
External debt (year-end) (3) 
Debt-service paid 
Debt-service ratio (4) 
Net international reserves (year-end) 
Official exchange rate (colones/dollar) 
Gray market exchange rate (est. average) 


PROP DWOWAROON WOO 


Money and Credit (millions of colones) 
Money supply (M1) 
Quasi-money 4,348.4 
Credit to private sector 5,167.5 
Credit to public sector (5) 2,413.2 


U.S. - El Salvador Trade (millions of dollars) 
exports to El Salvador (F.A.S.) 426.6 
imports to El Salvador (C.I.F.) 386.3 

-S. assistance (fiscal year) 
Direct Economic 329.4) 
Military 127.0 


Notes: 

(1) GDP converted to dollars using IDB methodology 
(2) Excluding AID assistance 

(3) Debt data include public and private, all terms 
(4) As percent of export of goods and services 

(5) Net of central government deposits 





SUMMARY * 


For El Salvador’s agrarian-oriented, war-battered economy, 1988 
marked the sixth year of modest positive growth. In general terms, 
a good grain harvest and some increase in industrial and public 
administration activities offset the negative impact of a poor 
1988/89 coffee crop, tight credit, and the tapering off of the 
construction mini-boom. Inflation decelerated; the country’s 
merchandise balance of trade slightly narrowed. The central 
government’s fiscal deficit, while considerable, fell as a 
percentage of gross domestic product. Several notable economic 
reforms were undertaken during 1988 and the first semester of 1989, 
including an expansion of the special dollar account foreign 
exchange market, a relaxation of imports restrictions, initiation of 


the GATT accession process, and enactment of a comprehensive foreign 
investment law. 


Any analysis of the Salvadoran economy must be placed in the context 
of the economic costs of the war being waged against externally 
Marxist guerrillas. Economic losses due to guerrilla sabotage have 
totalled more than $1.7 billion since 1979. The fiscal costs 
associated with maintaining a large military also seriously 


constrains the government’s ability to provide an adequate level of 
social services. 


On June 1, 1989 President Alfredo Cristiani of the conservative 
ARENA party took office. While the new government’s economic 
policies have yet to be fully implemented, the administration is 
committed to a program of gradual liberalization. Although 
structural reforms will no doubt have an immediate beneficial effect 
on some aspects of the economy, it is likely that such a program’s 
broader positive impact will be felt to a greater extent in 1990. 
For 1989 one can expect only very modest positive real growth 
(perhaps 0.5 to 1.0 percent), a reduced rate of inflation, a 
widening balance-of-payments gap, and a higher fiscal deficit. 


The United States continues to be El Salvador’s single most 
important trading partner. In 1988 U.S. exports to the country, 
fueled by high levels of economic assistance, totalled $461 
million. The most important American shipments included grain, 
animal and vegetable oils, fertilizer, chemicals, pharmaceuticals, 
electrical machinery, paper products, and increasing levels of 
high-tech telecommunications and computer equipment. In turn, 
during 1988 El Salvador exported to the United States $297 million 
worth of goods, especially coffee, shrimp, electrical capacitors, 
textiles/clothing, and sugar. The country is also beginning to 
exploit its potential as an exporter of nontraditional products such 
as specialty fruits and vegetables, yarn, towels, footwear, 
handicraft items, and furniture. 


El Salvador welcomes foreign investment and significant incentives 
and tax credits for investors are in place. U.S. investment here is 
valued at $96 million, roughly half of all foreign investment. The 
Overseas Private Investment Corporation (OPIC) maintains an active 
and growing insurance portfolio. Some of the investment 


This report was prepared in July 1989. 





opportunities that appear most promising are processing and 
production of vegetables and fruits, clothing drawback operations, 
electronic assembly, data processing, shrimp aquaculture, and retail 
franchising. 


Current Economic Situation and Trends 


After a 23 percent decline in the real gross domestic product (GDP) 
between 1978 and 1982, the Salvadoran economy has experienced six 
years of modest positive growth. Despite the costs of the war, El 
Salvador’s GDP expanded by 1.6 percent in 1988. In general terms, a 
good grain harvest and some increase in industrial and public 
administration activities barely offset the negative impact of a 
poor 1988/89 coffee crop, continued economic sabotage, tight credit, 
and a tapering off of the construction mini-boon. 


Main Components of GDP 
1987 19388 1988 
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Agriculture: Agricultural activities account for 23 percent of GDP. 
The sector employs one-third of El Salvador’s work force and produces 
two-thirds of the country’s merchandise exports including coffee, 
shrimp, sugar, and cotton. In 1988 agricultural performance was paced 
by a bumper corn crop (12.96 million cwt.) and a strong rebound in the 
production of beans, rice, and sorghum. The 1988/89 coffee harvest, 
however, was disastrous -- 1.8 million cwt. vs. 3.3 million cwt.in the 
prior crop year. The principal reason for this 45 percent reduction in 
the crop was strong spring 1988 winds, which knocked early blossoms off 
the trees already weakened by the 1987 drought. Additional factors 
cited for the losses include: a natural downturn in coffee’s biennial 
production cycle; inadequate investment in fertilizers, pesticides, and 
new stock by growers due to unprofitable domestic producer prices; 
insufficient credit facilities and uncertainty over government coffee 


policy; outbreaks of plant disease; and growing urbanization, which has 
reduced cultivated area. 


Cotton production (220,100 cwt. milled for 1987/88 and 202,000 cwt. for 
1988/89) continued its long downward slide. Growers point to a reduced 
cultivated area and the August 1988 winds associated with tropical storm 
Gilbert as the primary causes of the decline. In addition, cotton’s 
ongoing problems -- a high debt burden, guerrilla destruction, an 





overvalued currency, and cyclical world prices -- still plague the 
industry. The 1988/89 sugarcane harvest totalled 2.29 million short 
tons, down 9 percent from the previous year’s crop. The fall was 
due largely to low domestic prices, insufficient credit and the 
government’s policy of discouraging expanded cultivated areas. 


Manufacturing: El Salvador’s small but diverse manufacturing 
sector, which remains principally oriented towards the domestic and 
Central American market, expanded by 2.9 percent in real terms 
during the year. While Salvadoran industrial production is 
dominated by agro-processing activities, growth was strongest in the 
tobacco, textile, paper/printing, chemical products, and leather 
subsectors. Drawback firms, principally involved in assembly of 
clothing and electronic components, represent a growing portion of 
local industry -- total employment in these plants in estimated at 
20,000 - 25,000 individuals. Drawback activities should be boosted 
by the government’s recent efforts, with AID support, to revitalize 
its San Bartolo Free Trade Zone through the construction of 22,000 
square meters of additional factory space and encouraging 
establishment of private sector industrial zones. 


Construction: Spurred by the ongoing need for rebuilding following 
the devasting 1986 earthquake, construction was 1988’s most dynamic 
sector. Construction activity has also been driven by the public’s 
desire to invest in fixed assets given the real negative interest 
rate structure established by the nationalized banking system. 
Despite the sector’s 6.3 percent 1988 growth performance, the 


increase was well under that of 1987 (11.5 percent), due to 
slower-than-expected implementation of public sector investment 
projects, delays in disbursement of foreign assistance funds, and 
tight credit. 


Cost of the War and the Earthquake: Any analysis of the Salvadoran 
economy must be placed in the context of the economic costs of the 
war being waged against externally-assisted Marxist guerrillas. 
Economic losses totalled more than $1.7 billion between 1979 and 
1988 as a result of the conflict and related political and economic 
disruptions. Total direct and indirect costs to public services 
damaged by the guerrillas top $600 million. Private sector losses 
have also been high, particularly in the transport sector and in the 
production and processing of cotton, coffee and sugar. From late 
1987 through mid-1989, guerrillas have steadily increased attacks 
against the electric power grid, the important coffee industry, the 
livestock sector and commercial and manufacturing establishments. 
This upswing in violence reflects the guerrilla’s chosen strategy, 
given their inability to directly confront the Salvadoran armed 
forces, of demoralizing the populace through constant economic 
sabotage in order to eventually force a negotiated sharing of 
power. In addition, the 1986 earthquake caused damage and losses 
estimated at $1 billion. Without the substantial external 
assistance that El Salvador has received, principally from the 
United States, the economy would have steadily "hemorrhaged" and 
would now be at perhaps half its 1979 level in real terms. The 
generation of even modest positive growth in the face of such 
conditions represents a major success. 





Trade and Balance of Payments: The total value of El Salvador’s 
merchandise exports climbed by only 3 percent in 1988, to a level of 
$608.8 million, despite firming coffee prices and higher demand for 
nontraditional products in the country’s Central American Common 
Market (CACM) neighbors. This weak performance reflected further 
deterioration of the price competitiveness of Salvadoran exports 
given inappropriate economic policy, particularly in the areas of 
the exchange rate regime and interest rate structure. Coffee 
exports receipts increased by 1.8 percent during the year, with an 
improvement in the average price offsetting a 634,000 cwt. drop in 
export volume. Sugar exports rose sharply both in terms of value 
and volume, given a hike the U.S. quota, higher world demand, and a 
sell-off of accumulated stocks. Cotton exports continued their 
downward slide; shrimp shipments were also off, adversely impacted 
by prolonged labor problems and lower prices. In 1988 exports to 
the CACM were up sharply for the second year in a row to a total of 
$139.8 million. Salvadoran shipments continue to be boosted by both 
strong demand and economic growth in neighboring Guatemala and 
regional agreements that provide for the liquidation of trade 
transactions in local currencies, dollars or swap arrangements. 
Performance of nontraditional exports outside the CACM in 1988 was, 
however, disappointing, with shipments falling to a level of $75.4 
million, down from $85 million in 1987. Countertrade transactions 
represent only a small fraction of Salvadoran commerce. 


The total value of 1988 imports into El Salvador increased only 1.3 
percent over 1987. Higher gains were registered by consumer goods 
(up 7.4 percent) and nonpetroleum intermediate goods (up 4.5 
percent). Imports of capital goods were virtually unchanged. 
Overall the country’s merchandise balance-of-trade gap narrowed 
slightly to $398.1 million, down from $403.2 million in 1987. 


The deficit in the service account increased from $30.4 million in 
1987 to $58.1 million in 1988, due largely to a tapering off of 
insurance payments related to rebuilding after the 1986 earthquake. 
The country’s current account surplus fell in 1988 to $52.4 million, 
as the impact of substantial deficits in the trade and service 
accounts was compounded by reduced official assistance transfers. 
Despite lower amortization payments abroad and increased credit 
flows of both official and banking capital, the capital account 
deficit widened to $116.3 million in 1988 due to a larger net 
outflow of private capital. It should be noted, however, that this 
private capital account also includes "errors and omissions" and 
principally reflects unregistered imports financed with private 
dollar remittances. Reserve losses for 1988 totalled $64 million. 


Official figures fail to fully capture two important Salvadoran 
exports, emigrant labor and financial flight capital. The some one 
million Salvadorans living abroad, especially in the United States, 
annually remit between $300 million to $400 million (Embassy 
estimate) to El Salvador. These remittances represent an important 
source of family income and are generally exchanged for El 
Salvador’s unreported imports from abroad. Remittances also fund a 
major portion of exported financial capital. This capital flight, 





although much likely reduced from its estimated 1979-1982 annual 
level of $300 million a year, likely remains substantial -- perhaps 
as much as 1 percent of GDP. The U.S. Immigration Reform and 
Control Act of 1986, which has altered the status of many 
Salvadorans in the United States, appears to have so far had 
negligible impact on either emigrant or remittance flows. 


External Debt: As of year-end 1988, El Salvador’s total external 
debt stood at $1.92 billion, up some $48 million from 1987’s level. 
72 percent of this debt is held by the public sector, 22 percent by 
the nationalized banking system, and only 6 percent by the private 
sector. Total medium- and long-term public sector external debt 
service (amortization plus interest) during 1988 amounted to $297 
million, equivalent to 34 percent of the export of goods and 
nonfactor services, a ratio down from 38 percent in 1987. The 
country’s debt repayment record has been good, although in early 
1989 the Central Bank did order the refinancing of all outstanding 
letters of credit on a 180 day basis. Most of the public sector’s 
external debt commitments remain with multilateral and bilateral 
official lenders on soft terms. Projections suggest that the 


country’s debt service burden will ease considerably over the medium 
term. 


Foreign Assistance: Foreign assistance plays a vital role in the 
Salvadoran economy by closing a chronic balance-of-payments gap and 
financing the bulk of the public sector infrastructure-project 
capital budget. In 1988 net official transfers totalled $283 
million. The largest donor is the United States, followed by the 
Inter-American Development Bank. During fiscal year 1988, direct 
U.S. economic assistance (grants and loans) to El Salvador amounted 
to $314 million; for 1989, $311 million. U.S. assistance funds such 
activities as earthquake reconstruction, public services 
restoration, assistance to displaced persons, private sector 
reactivation, consolidation of the agrarian, health, and education 
projects. In addition, the U.S. Export-Import Bank maintains a $100 
million Trade Credit Insurance Program and short- and medium term- 
import credit facilities totalling $30 million. The Commodity 
Credit Corporation of the U.S. Department of Agriculture provides 
$25 million in medium-term credit guarantees for the importation of 
agricultural products and livestock. 


Exchange Rate: In January 1986, the government established a 
unified, fixed exchange rate of five colones to the dollar. In 
June 1987, however, the government did authorize the opening of 
special foreign exchange accounts for nontraditional exporters. 
These exporters were free to utilize excess dollars earned by their 
sales abroad to finance their own imported inputs or to sell dollars 
to manufacturing sector importers at a privately negotiated rate, 
thereby creating a small exchange rate premium. In January 1988 
this system was expanded to allow participation by importers of all 
goods and services and foreign branches of Salvadoran banks. In May 
1989 the Central Bank (BCR) authorized the deposit of extra-bank 
market dollars in these special accounts. Currently, the BCR will 
provide official dollars only for the importation of priority items, 
roughly 40 percent of all merchandise imports. The rate on the 
country’s gray exchange market (illegal, limited, but openly 





tolerated) remained relatively stable throughout 1988, fluctuating 
between 5.2 and 5.6 colones to the dollar. During the first six 


months of 1989, the gray market rate averaged 5.9 colones to the 
dollar. 


Money and Credit: Cash in the hands of the public and demand 
deposits (M1) grew by 7.9 percent in nominal colon terms from 
year-end 1987 to year-end 1988, due largely to a December 1988 surge 
of currency in circulation. Time, savings and foreign exchange 
deposits (quasi-money) rose by 14 percent, with overall M2 (M1 plus 
time deposits and savings deposits) growth totalling 11.7 percent, 
an actual decline in real terms when inflation is taken into 
account. This policy of monetary austerity was mirrored by limited 
credit expansion. Banking system net domestic credit grew 9.4 
percent in 1988. Credit to the private sector rose 12.5 percent; 
credit to the public sector (net of central government deposits) 
actually declined by 3.1 percent. 


Interest rates are controlled in El Salvador’s nationalized banking 
system. For most transactions, lending rates in 1988 ranged from 13 
to 21 percent; deposit rates from 6 to 15 percent. Given the 
country’s rate of inflation (19.8 percent in 1988), interest rates 
remained negative in real terms throughout the year. 


Monetary and credit figures suggest that it has become increasingly 
difficult for banking authorities to control the money supply. Real 
negative interest rates and a progressively overvalued colon have 
contributed to a contraction in the demand for money; i.e., the 
public has become unwilling to hold colon-dominated financial 
assets. Instead, individuals tend to invest in either real assets 
(e.g., real estate) or dollars. As a result, expansion in the 
banking system credit resulted in a lower-than-expected growth in 


the money supply and an unanticipated drawdown in net international 
reserves. 


Fiscal Operations: The central government’s deficit on 1988 
consolidated operations (excluding foreign grants) totalled 846 
million colones ($169 million), virtually unchanged from its 1987 
level. In relative terms, however, the deficit decreased from 3.6 
percent of GDP in 1987 to 3.1 percent in 1988. This modest progress 
in reducing the deficit was achieved through more timely tax 
payments by INCAFE (the National Coffee Institute), containment of 
current outlays, and an under-execution of capital expenditures. In 
1988 central government expenditures continued to be dominated by 
military spending and debt service, which together accounted for 
more than 40 percent of all current and capital spending. Asa 
percentage of GDP, the consolidated public sector (central 
government plus state enterprises and autonomous institutions) 
deficit (excluding grants) rose slightly in 1988 to 3.8 percent of 
GDP vs. a 3.4 percent performance in 1987. During the year, the 
government was forced to rely increasingly upon floating 


debt--deferred payment for goods and services -- as a means of 
deficit financing. 


Labor Force and Wages: The largest share (34 percent) of El 
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Salvador’s employed labor force of approximately 1.4 million 
individuals continues to find work in the agricultural sector, 
followed by services (21 percent), commerce (18 percent), 
manufacturing (17 percent), and construction (4 percent). The 
official minimum wage rate, hiked in May 1988, varies from 10 
colones ($2.00) per day for agricultural workers to 18 colones 
($3.60) per day for industrial labor in San Salvador. Monthly wages 
in the formal private sector average approximately 975 colones 
($195.00). The total labor cost per hour (wage pulse fringe 
benefits) at a typical manufacturing plant is roughly $0.70. Over 
the past several years, however, salaries have not kept pace with 


inflation -- between 1983 and 1988 real wages declined an estimated 
40 percent. 


Unemployment: The last countrywide average employment survey, 
undertaken in 1985, estimated the open unemployment rate at 16.9 
percent of the work force. This rate is likely overstated, given 
the survey’s methodological problems and the fact that no social 
"safety net" exists here. Real open unemployment -- individuals who 
are actively seeking but unable to find any employment at the 
prevailing wage rate -- is estimated at only 10 percent of the work 
force. The effects of external and domestic economic shocks over 
the past several years have in fact been cushioned in the labor 
market by emigration and absorption of a significant portion of the 
labor force by a growing informal sector (roughly 40 percent of the 
urban work force), characterized by low productivity and minimal 
wages. Consequently, while an unexpectedly small portion of the 
work force is openly unemployed, underemployment (i.e., part-time 
employment at less than the minimum wage) eed characterizes the 
status of 40 percent of the labor force. 


Prices: Inflation decelerated in 1988, as the consumer price index 
(CPI) rose 19.8 percent on a monthly average basis compared to 24.9 
percent in 1987. This lowering of the inflation rate, accomplished 
largely by tight credit policy abetted by slack growth in aggregate 
demand, represents perhaps the most important success of the 
government’s 1988 economic program. 


As of mid-1989, price controls were in force for such items as basic 
foodstuffs (e.g., wheat flour and cooking oil), petroleum products, 
electricity rates, medicine, and private school tuition. The 
government also sets prices for the coffee and sugar crops through 
state-run monopolies, and purchases part of the basic grain supply. 


Economic Outlook For 1989 


While economic performances in 1988 through mid-1989 was 
disappointing, the Duarte government (which left office on May 31, 
1989) did undertake several important reforms during that period: 


we The government expanded the scope of the special dollar account 
(parallel) exchange market. 


-- The number of customs categories subject to outright import 
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prohibition was cut from 200 to 28. Prior import deposit 
requirements were substantially reduced; the selective consumption 
tax on luxury imports was repealed. 


-- The administration embarked on the process of full GATT 
membership. 


“= El Salvador’s first comprehensive foreign investment law was 
enacted. 


According to a Central Bank survey during January-April 1989, 
economic activity contracted by 0.2 percent compared to the same 
period in 1988. The reasons for this apparent stagnation were 
many. Business and investment decision making was hindered by 
uncertainty over the outcome of the March 1989 elections, the 
ability and will of the lame-duck Duarte government to take action 
and an unsettled political climate. Lower-than-expected foreign 
assistance disbursements and a weak 1988 year-end international 
reserve position combined to create a serious shortage of official 
market dollars -- through May, the banking system had experienced a 
$43 million loss of reserves. Escalating economic sabotage, 
especially to the electrical grid, hurt many firms. On a positive 
note, the consumer price index through May increased on an annual 
basis by 18 percent, down 3 percent from the same period in the 
previous year. But certainly the most prominent feature of the 1989 
economic performance will be the sharp (45 percent) decline in 
coffee production during the 1988/89 harvest cycle. The July 3 
expiration of the economic clauses of the International Coffee 
Agreement further clouds the coffee export outlook. Not only will 
these factors have a serious impact upon El Salvador’s 1989 
balance-of-payments position, but the coffee production shortfall 
has significantly lowered demand for farm labor and depressed rural 
incomes. However, growers currently predict that the 1989/90 
harvest will be excellent, likely toping 3 million cwt., as 
investment increases in response to an expected liberalization of 
the country’s coffee marketing system. 


On June 1, 1989 President Alfredo Cristiani of the conservative 
Republican National Alliance (ARENA) took office. While the new 
government’s economic policies have yet to be fully implemented, the 
administration is committed to a program of gradual liberalization. 
It is likely that the following types of economic reforms will be in 
place by the end of 1989: the relaxation of some price controls; 
the opening of coffee marketing to the private sector; restraint in 
government spending; a decrease in the maximum tariff rate; an 
expansion of the parallel foreign exchange market; a hike in 
interest rates; moves toward privatization of state enterprises; 
and, tax code modifications. While these reforms will no doubt have 
an immediate beneficial effect on some aspects of the economy, it is 
likely that their broader positive impact will be felt to a greater 
extent in 1990. In general terms, therefore, for 1989 one can 
expect only very modest positive real growth (perhaps 0.5-1.0 
percent), a reduced inflation rate (15-18 percent), a widening 
balance-of-payments gap, and a higher fiscal deficit. 
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Implications For The United States 


The United States continues to be El Salvador’s single most 
important trading partner. Over the past three years, U.S. exports 
to El Salvador have averaged 37 percent of total Salvadoran 

imports. Guatemala is El Salvador’s second most important source of 
imports (13 percent market share, followed by Mexico (8 percent), 


Venezuela (7 percent), Japan (5 percent), and West Germany (4 
percent). 


1988 U.S. exports to El Salvador, fueled by high levels of aid, 
totalled $461 million. The most important American shipments 
included grain, animal and vegetable oils, fertilizer, chemicals, 
pharmaceuticals, electrical machinery, and paper products. 
Excellent export opportunities also exist for power generation and 
distribution equipment, auto parts, machine tools, 
telecommunications and computer technology, medical equipment, and 
used transport vehicles. Salvadoran businessmen are particularly 
interested in the growth in the production of nontraditional 
commodities. Expansion of free zone activities and the textile 


industry should boost the local market for textile, yarn, and 
clothing machinery. 


In 1988 U.S. imports from El Salvador stood at $297 million, up 
slightly from the 1987 level of $289 million. Leading Salvadoran 
exports to the United States include coffee, shrimp, electrical 
capacitors, textiles/clothing and sugar. Salvadoran exporters 
continue to be hampered by an overvalued local currency, a shortage 
of capital aggravated by interest rate ceilings below the rate of 
inflation, and government monopolies of coffee and sugar marketing. 
Nevertheless, El Salvador is beginning to exploit its potential as 
an exporter of fresh agricultural products, such as honeydew melons, 
papayas, tomatoes, cucumbers, sesame seeds, and frozen or pickled 
specialty vegetables (e.g., baby corn, okra, and hot peppers). 
High-fiber cotton yarn, cultured shrimp and fish, clay tiles, 
high-quality handicrafts, (including stuffed cloth ornamental items, 
hand-embroidered cotton blouses and dresses, and hand-painted 
decorations), and furniture of wicker, cane rattan, and carved wood 
also offer opportunities for U.S. importers. 


Investment Climate: El Salvador welcomes foreign investment; 
companies from Europe and Asia, in addition to the United States and 
Canada, have made significant investments here in recent years. 

U.S. investment in El Salvador, concentrated largely in the 
petroleum product, paper and electronics sectors, is valued at $96 
million, out of total foreign investment of $201 million. 


Foreign investment in El Salvador is not required by law to operate 
through joint venture. However, in practical terms, Salvadoran 
participation in the investment may make profit-making incentive 
easier to obtain. Similarly, local management and control are not 
required by law, but in El Salvador’s small and highly concentrated 
local economic environment, local participation is probably 
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essential. A 1986 export promotion law provides significant 
incentives and tax credits for investors in the export sector. The 
1988 Investment Development and Guarantee Law, El Salvador’s first, 
explicitly recognizes the role of and defines foreign investment, 
allows foreign investment in all but small-scale enterprises, and 
guarantees full repatriation of profits for most ventures. Some the 
investment opportunities that appear the most promising include 
processing and production of vegetables and fruits, clothing 
drawback operations, electronic assembly, data processing, shrimp 
aquaculture, and retail franchising. 


The Overseas Private Investment Corporation (OPIC) operates under 
its 1960 bilateral agreement with El Salvador and can provide 
qualified investors with coverage for currency inconvertibility, 
expropriation and civil strife, as well as corporate financing. In 
1988, OPIC received more that 10 applications for investments in El 
Salvador totalling $13 million, a marked increase over 1986 and 1987. 








